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~ STATE
, RETIREMENT.
/L1 ' SYSTEMS

General Assemb"lyiRetirement‘»’System,‘AState bflllinois S SRR e

_® State Employees Returement System of IlIm0|s f
® General Assembly Retlrement System
OJudges 'Retirement System of |||anIS

2101 South Veteraris Parkway, P.O. Box 19255,
December 20,2002

 The Board of Trustees and Members
- General Assembly Retlrement System,
State of Hlinois :

" Springfi ield; IL 62794

~ Dear Board ofTrustees and Members

" The comprehensnve annual fi nancml report
(CAFR) of the General Assembly Retirement
-System, State of lllinois (System) as of and for
‘the fiscal year ended june 30, 2002 is hereby
submitted. Responsibility for. both the accu-
racy of the data and the completeness and fair-
ness of the presentation, including all disclo-
sures, rests wtth the System

To the best of our knowledge and bellef the-

enclosed data are accurate in all material re-
spects and are reportedina manner designed
to present fairly the financial posmon and re-
- sults of operations of the System. All disclo-
" sures necessary to enable the reader to gain

an understandlng of the System’s fii nancial ac-

tIVltIeS have been mcluded

- Generally accepted accounting principles re-
' -quire that management provide a narrative -
, |ntroduCt|on overview,and analysis to accom- -

. pany the basic financial statements in the form
of Managements Discussion and Analysis
(MD&A).This letter of transmittal is designed
to complement MD&A and should be read in

conjunction with |t.The Systems MD&A can -
- be found immediately followmg the report of -

the mdependent audltors

The report consnsts of six sectlons

" 1. Thelntroductory Sectlon contzuns thlS"
letter of transmittal, the identification of the
- administrative organization and the Certificate"

ofAchlevement for Excellence in: Flnanaal Re-
porting; .

2. ‘The Financial Section contains
~ management’s discussion and analysis, the re-
port of the Independent Auditors, the finan-
cial statements of the System and certain re-
quired and other supplementary financial in-
, formatlon, :

Springfield, IL  62794-9255

217-785-7444

. 3. The Investment Section contains a
" report on investment activity, investment poli-

cies, investment results and various |nvestment »
schedules,

" 4. The Actuarial Section contains the -

Actuary's Certification Letter and the results
of the annual actuarial valuation;

5.  The Statistical Section contains sig-

‘nificant statistical data; and

6. The Plan Summary and Legislative

Section contains the System's plan provisions
and current legislative changes.

. Generally accepted accounting prlnCIples re-

quire that the financial reporting entity include:

I. - ‘the primary government;

2 organizations for which the primary gov- -
ernment is. financially accountable; and '
3. = other organizations for which the nature

.and significance of their relationship with the
primary government are such that excluswn o
~would cause the reporting entity's fi nanC|aI '

statements to be mlsleadlng or mcomplete ,

Based on the crlterla' of the Governmental
Accounting Standards Board Statement No. -
i4, there are no other state: agencnes boards -
or commissions, or other organizations re-
quired to be combined with the System, how-
ever; the System is considered to be part of
the State of lllinois financial reporting entity,

- and is to be combined and included in the State’

of Nlinois" comprehensuve annual financial re- -
port '

‘Although the General Assembly. Retirement

System, Judges' Retirement System and State

" Employees’ Retirement System share a com-

mon administration, they are separate enti-
ties for legal and financial reporting purposes.
Therefore, the. financial -statements of the
General Assembly Retirement System do not

“include plan net asset information nor the -

changes in plan net assets of the State Em-
ployees' Retirement. System orjudges Ret|re- \
ment System .



............................

PLAN HISTORY &

SERVICES’,PROVIDED

The General Asembly Retirement System was

- established asa public employee retirement
~ system (PERS) by state statute on July |, 1947.

As of June 30, 1948, the end of the System’s

firstfiscal year of operations, there were a total

of 190 participants and the plan net assets val-

ued at cost amounted to. approximately
-$39,000. The fair value of plan net assets at
= the end.of fiscal year 2002 amounted to $54.1

million, and there were 286 total participants.

~ The mission of the System as prescribed by

state statute is to “provide retirement annu-
ities, survivors’ annuities, and other benefits
for members of the General Assembly, certain
elected officials, and their beneﬁciaries.f'

INVESTMENTS

 The System s investments are. managed by the
lllinois State Board of Investment (ISBI) pur-

suant to Chapter 40, Article 5/22A of the Iili-
nois Compiled Statues, usmg the " prudent

person rule”,

- This rule states that fi duciariesshall‘ discharge
- their duties solely in the interest of the fund
participants and beneficiaries and with the -

degree of diligence, care and skill which ‘pru-

dent men and women would ordinarily exer-

cise under s:mllar circumstances in a like posi-
tion. :

The ISBI maintains a wide. diver’siﬁcatidn; of

investments within this fund which is intended
. to reduce overall risk and i increase returns, As

further detailed in the |nvestment Section, this
was a most challenging year in virtually all seg-
ments of the financial markets.

FUNDING

Funding is the process of specifically allocat--
ing monies for current and future use. Proper
~ funding includes an actuarial review of the fund

balances to ensure that funds will be available
for current and future benefit payments. The -

greater the level of funding, the larger the ra-
tio of accumulated assets to the actuarial ac-

~crued liability and the greater the level of in-

vestment potentlal

A new funding plan for the System,enacted in-

1994, requires that state contributions be paid

to the System so that by the end of fiscal year *
2045, the ratio of accumulated assets to the |

actuarial accrued liability will be 90%. For fis-

“cal yearsZOl I through 2045, the required

state contributions are to be computed as a
level percentage of participant payroll.

For those fiscal years up through 2010, the

required stdte contributions are to be in-
creased incrementally as a percentage of the

participant payroll so that by fiscal year 2011
“the state is contributing at the required level

contribution rate to achieve the financing ob-
jective by the end of fiscal year 2045.

In addition, the funding legislation also pro-
vided for the establishment of a continuing -
appropriation of the required state contribu-
~tions to the System. This has, in effect, re-
- moved the appropriation of these funds from

the annual budgetary process :

The actuarlal determmed |Iab||lt)’ of the Sys-‘

tem using the projected unit credit actuarial

.'method at june 30, 2002, amounted to $184.6
million. The actuarial value of assets (at fair-

value) amounted to $54.1 million as of the

~ same date. A detailed discussion of fu\ndmg is’
- provided in the Actuarial Sectlon of th|s re-

port.

ACCOUNTING SYSTEM

‘& INTERNAL CONTROL

‘ This report has been prepared to. conform
‘with the principles of governmental account- -
* ing and reporting pronounced by the Gov-

ernmental Accounting Standards Board and
the American lnst|tute of Certnﬁed Publlc Ac-

: countants

The accrual basis of accounting is used to
record the financial transactions and activi-

ties of the System. Revenues are recognlzed
‘in the accounting period in’ which they are

earned, without regard to the date of collec-

-tion, and expenses are recognized when the
‘correspondmg liabilities are incurred, regard-

less of when payment is made

“The System also uses the Stateof Niinois, State-

wide Accounting Management System (SAMS)

as a basis for the preparatlon of the fi nanual ‘
, statements

SRR ... .. .. Generd As’s,embly Retirement System,:StateofHIinois o
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General Assembly Retlrement System State of IIImo:s

B Letter' of Transmittal

‘CERTIFICATE OF
B ‘ACHIEVEMENT

v

, In developing thevSyst,em’s accounting system, .

consideration is given to the adequacy of in-

. ternal accounting controls. These controls are
designed to provide reasonable assurance re-

. garding the safekeeping of assets and the reli-
ability of financial records. Constant effort is

directed by the System at improving this level

to assure the participants of a ﬁnanually sound.

retirement system

PROFESSIONAL SERVICES‘

‘ 'Independent consultants are retamed by the :
~ Board of Trustees to perform professional ser-
vices that are essentral to the effective and

efficient operation of the System. Actuarial

_ services are provided by Goldstein & Associ-

ates, Chlcago, Ilinois.The System's investment

. function is managed by the Ninois State Board
. of Investment. :

The annual financial audit of the System was
conducted by the-accounting firm of
McGladrey & Pullen, LLP, under the direction
of the Auditor General of the State of Illinois.

- In addition to the annual financial audit, a one
. year compliance audit was also performed by
7 the audltors o ,

The purpose of the comphance audnt was to

determine whether the System obligated, ex--
‘pended, received and used public funds of the

state in accordance with the purpose for

- which such funds have been authonzed by law.

The Government Flnance Officers Assoaa— )

tion of the United States and Canada (G FOA)

i awarded a Certlﬁcate of Achievement for Ex-

cellence in Fmancnal Reporting to the Gen-

cal year ended June 30 200I

The Certificate of Achlevement is a presti-
‘gious national award recognizing excellence

in the preparation of state and Iocal govern-
‘ment f nancnal reports A

To be awarded a Certificate of Achievement,a

' governmental unit:must publish an easily read-

able and efficiently organized CAFR, whose

- contents meet or exceed program standards.

This report must satisfy both generally ac-
cepted accounting principles and applicable
legal requirements.

" A Certificate of Achievement is valid for a pe-

riod -of one year only. The General Assembly

_Retirement System has received a Certificate . -

of Achievement for the past thirteen consecu- -

. tive years (fiscal years ended June 30, |989 N '

through june 30 2001).

We believe our curfent report continues to
conform to the Certificate of Achievement
program requirements,and we are submitting
-it to the GFOA to determine its eligibility for

g another certificate.

: ACKNOWLEDGMENTS
'AND COMMENTS

The preparation of this report reflects the

" combined efforts of the System’s staff under -
“the direction of the Board of Trustees. It is

‘intended to provide complete and reliable in-
formation as a basis for makmg management’
decisions, as a. means of determining compli-

" ance with legal provisions, and for determin- -

ing responsible stewardship for the assets con-
tributed by the members in the State. of -
'nOIS ‘

- On behalf of the Board of Trustees, we would

like to express our appreciation to the staff
‘and professnonal consultants who worked so
effectively to ensure the successful operatlon '
of the System ~ -

Respectfully submltted

eral Assembly Retirement System for its com- 7
~ prehensive annual financial report for the f is- .

Mlchael L. Mor
Executlve Secretary

David M.Richter, CPA?
Accounting Division
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Certificate of Achievement |

Certlflcate of
~ Achievement
for Excellence
“in Financial
Reportlng

Presented to

General Assembly
| R}etlrement System,
‘State of lllinois

" For its Comprehensive Annual
-~ Financial Report
for the Fiscal Year Ended
June 30, 2001

A Certificate of Achlevement for Excellence in Financial
. Reporting is presented by the Government Finance Officers -
- Association of the United States and Canada to
government units and public employee retirement -

-systems whose comprehensive annual financial

- reports (CAFRs) achieve the highest

standards in' government accountmg

~and f1nanc1al reportmg

Executive Director

‘ GeneraI~Assen1bly Retireme‘nt System, ﬂStat‘e,;Ofminois' IR ; L c . I k e .
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General Assembly Retrrement System State oflllrnors-i : IR ERTRREE P I g

Independent Audrtors Report N

’McGIadrey& Pullen

' Certified Public Accountants.
E lNDEPENpEnT'Auplrons?;REpoRr
- Honorable William G. Holland . Boardof Trustees. | .
- Auditor General, State of Itlrnors e ‘General Assembly Retirement System State of llllnors

Spnngfeld lllrnors T Sprrngfeld Iilinois

1 As Speclal Assrstant Auditors for the Audrtor General we have audlted the accompanylng statement of plan net assets of |
~ the General Assembly Retirement System State of lllanls {the System), as of June 30, 2002 and the related statement

of changes in plan net assets for the year then ended These financial statements are the responsibility of the System's
management. Our responsibility i is to express an opinion on these financial statements based on our audit. The financial -
statements of the General Assembly Retirement System, State of llinois for the year ended June 30, 2001 were audited
by other audltors whose report dated QOctober 25, 2001 expressed an unquahﬁed oprnlon on those statements

We conducted our audlt in accordance wrth audltlng standards generally accepted in the United States of America and -
the standards applicable to the financial audits contained in Govemment Auditing Standards, issued by the Comptroller

‘General of the United States. Those standards require that we plan and perform the audit to obtain reasonable - |
1. - assurance about whether the fi nancial statements are free of material misstatement. An audit includes examining, ona |
test basis, evidence supporting the ‘amounts and disclosures in the financial statements. An audit also includes | -
"assessing the accounting principles used and significant estimates made by management as well as evaluating the =

overall f nancral statement presentatron We believe that our audlt provrdes a reasonable basrs for our oprnron

\ In our opinion, the: 2002 fi nancral statemients referred to above present fairly, in- all matenal respects the plan net assets
- of the General Assembly Retirement System, State of lllinois as of June 30, 2002, and the changes in plan net assets for ‘
~ the year then ended in conformrty wrth accountmg prlncrples generally accepted in the United States of Amenca ,

1 The management’s dlscussron and analysss on pages 13 and 14 and the schedules of fundlng progress and employer,, i
" contributions on page 24 are not a required part of the basic financial statements but are supplementary information
- required by the Govemmental’ Accountlng Standards Board. We have applied certain limited procedures, which

consisted principally of inquiries of management regarding the methods of measurement and presentation of the requrred - kv
supplementary information. However we drd not audit the rnformatlon and express no oprnron onit.

As dlscussed in Note 10 to the f nancial statements the System adopted GASB Statements No 34,37 and 38, efrectlve

July 1,2001.

In accordance wrth'Govemment Auditing Standards, we will also rssue | under separate cover, opr report dated November
20, 2002 on our consideration of the System's intemal control over financial reporting and our tests of its compliance with

 certain provisions of laws, regulations and contracts. That report i is an.integral part of an audit performed in accordance -

with Government Audltrng Standard and should be read in mnjunctlon with this report in consrdenng the results of our

 audit.

_ McGladrey & Pullen, LLP.is an independant member firm of - )
. RSM International, an affiliation of rndependent accounbng

and consulting firms. -




IR e R e+ - General Assembly Retirement System, State oflllineis -

- 'I‘ndependentAudiior!’s‘ /Report

Our audut was conducted for the purpose of fonmng an opinion on the basic fi nanmal statements of the System for the
year ended June 30, 2002.  The introductory section, supplementary financial information on pages 25 and 26,
investment section, actuarial section, statistical section and plan summary and legislative section are presented for the
-purpose of additional analysis and are not a required part of the basic financial statements. The supplementary financial
information on pages 25 and 26 has been subjected to the audltmg procedures applied in the audit of the basic financial
statements and, in our opinion, is fairly presented in all matenal respects in refation to the basic financial statements taken
as a whole. The supplementary financial information on pages 25 and 26 for the year ended June 30, 2001 was audited
by other auditors whose report, dated October 25, 2001, .expressed an unqualified opinion on such information in relation
to the basic financial statements taken as a whole. The introductory, investment, actuarial, statistical and plan summary
and legislative sections listed in the table of contents were not subjected to the auditing procedures apphed in the audit of
the basic ﬁnanCIal statements for the year ended June 30, 2002 and accordmgly, WE express no oplnlon on them

MNe 6&.,4.% 4 9ﬂw€@~/ L,%Lz*” |
Chicago, lliinois o T e
November 20, 2002
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(3) Required
_Information, The required supplementary

information consists of two schedules and -
related notes concerning actuarial information,
funded status and required contrlbutlons for

~ This section presents managements discussion
~ and analysis of the financial position and

performance of the General Assembly
Retirement System (System) for the year ended

‘June 30, 2002. It is presented as a narrative

overview and analysis. Readers are encouraged ‘
to consider the information presented here in
" conjunction with the Letter of Transmittal

included in the introductory Section, of the

~Comprehenswe Annual Financial Report.

The System is a deflned beneflt, single-

employer, pubhc employee retirement system.
lt provides services to approximately 180 .
active participants and nearly 360 benefit:
~ recipients. Throughout this discussion and-

analysis units of measure (i.e. billions, millions,
thousands) are approximate, being rounded up

~ or down to the nearest tenth of the respective )
. unit value.

i OVERVIEW OF THE

FINANCIAL STATEMENTS

This dlscussmn and analysis is mtended to

" serve as an introduction to the System’s

financial reportmg whlch is comprised of the
following.components: _ -

(1) Basic Financial Statements. For the

-~ fiscal year ended june 30, 2002, basic financial
- statements are presented for the System.This

information presents the net assets held in

trust for pension benefits for the System as of .
“June 30, 2002. This financial information also
" summarizes the changes in net assets held. in

trust for pension benefits for the year then

_ended.

) Notes to the ‘Financial Statements.

The notes to the Financial Statements provide
additional information that is essential to

achieve a full understanding of the data

provided in the basic financial statements.

the System

“(4) Other Supplementary Schedules
" Other schedules include more detailed

information pertaining to the System, including

- schedules of revenues by source, cash receipts
and disbursements, and payments to

consultants

-29.3% as of june 30, 2002 a decrease from

Supplementary

S - - - General Assembly Reurement System State of lllmo:s ‘

Managements Dlscussmn &AnaIys:s \

FINANCIAL HlGHLlG HTS Thls financial report. is

; ; \ desngned to provide a
. The System s net assets decreased by $7.9

he
million, or 12.8% during fiscal year 2002. The generql overview of t . :
decrease was primarily due to a downturn in - General Assembly Retire-
equity markets and increasing benefit payments. - ment System’s fi nances for

* "The System was actuarially funded at - gJ] those with an interest in

34.9% as of june 30,2001, the SY‘“’"? s finances. .

* The System s rate of return from
investments was a negative 6.9% compared to

.the prlor year investment return of negatlve

7l%

ADDlTIONS TO PLAN

~NET ASSETS

Addruons to Plan Net Assets mclude employer
and. partlapant contnbuﬂons and net income
from investment activities. Participant -

- contributions were approximately $1.6 million

and $1.4 million for the years ended June 30,
2002 and 2001, respectively. Participant .
contribution rates are set by statute as a -

- percentage of gross salary Employer
. contributions increased to approximately
.$4.7million in 2002 from approximately $4.3




General Assembly Retirement Syste;m,f’State‘ of llinois - -+ - - e

'Questions concerning any
" ‘of the mformatton prowd-
~ ed in this report or

requests for additional

financial information

2101 S. Veterans Parkway,
P O.Box | 9255

 Springfiei, | IHfinois 62794

; plan

'DEDUCTIONS FROM

, fo - PLAN NET ASSETS
-should be addressedto

~ the General Assembly
" Retirement System, .
* Accounting Division,

: Management’s Discussion &AnaIySis |

miflion in 2001.
contributions requrred by the State’s fundlng

3 Deductlons from Plan NetAssets are primarily

benefit payments. During 2002 and 2001, the
System paid out approximately $10.0 million

~and $9.3 million, respectively, in benefits and

refunds, an increase of approxumately 8.2%

* from 2001.Those higher payments were mainly
_ due to an increase in the number of retirees -
and . hlgher employee salaries on which the *
‘payments are based. The administrative costs
~of the System represented approximately 3%

of total deductions in both 2002 and 2001.

FUNDED RATIO

The funded ratio of the plan measures the ratio -

= ~ of net assets against actuarially determined
This increase was based on -

liabilities and is one indicator of the fiscal
strength of a pension fund’s ability to meet

o obhgatlons to its members.-An annual actuarial’

valuation is required by statute. The most
‘recent available valuation showed the funded

status of the System on June 30, 2002
- decreased to 29.3% from 34.9% at june 30,
2001,

The amount by which actuarially
determined liabilities exceeded netassets was
$130.5 million at june 30, 2002 compared to
$115.5 million at June 30,2001 . Several reasons
for the decrease were weak financial markets

in 2001 and 2002 and an iricrease in actuarial

liabilities.

INVESTMENTS |

“Investments of the System are combined in'a

commingled investment pool with the judges’-
Retirement System and the State Employees’

- Retirement System. Each system owns an
~equity position in the pool and receives

proportionate investment income from the

. pool in-accordance with respectlve ownership
percentage.

Investment gains or losses are reported in the
Statement of Changes in Plan Net Assets of -
each retlrement system. The rate of return -

. on mvestments is, therefore the same for each,

of the systems

‘ Net investment losses totaled approximately -
- $3.9 million during 2002, versus net investment .
- losses of $4.7million in 2001, resulting in

returns of negative (6.9)% and (7.1)%,
respectively. For the five year period ended

June 30, 2002, the System earned a

compounded rate of return of 5.2%. The -

. decrease in .investment income in 2002 and

2001 was the result of the overall downturn
of global financial markets.
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Fmanc:al Statements

GENERAL ASSEMBLY RETIREMENT SYSTEM
- STATE OF ILLINOlS

Statements of Plan Net Assets
June 30, 2002 and 200|




Fmanc:al Statements

GENERAL ASSEMBLY RETIREMENT SYSTEM
~ STATE OF ILLINOIS

Statements of Changes in Plan Net Assets
- Years. Ended June 30,2002 and 2001

General Assembly Retlrement System State oflllmo:s- SRR A T LI e I




R P LT SR R GeneraIAssemnyfRetirement System, State of Hlinois

Fmanc:al Statements

~‘GENERAL ASSEMBLY RETIREMENT SYSTEM
R STATE OF ILLINOIS

‘Notes to Fmancnal Statements june 30, 2002 and 2001

l. Reportmg Ent|ty

. Generally accepted accounting principles re-
~ quire that the financial reporting entity include
(1) the primary government (2) organizations

for which the primary government is finan-

cially accountable and (3) other organizations
- for which the nature and significance of their
' relationship with the primary government are
such that exclusion would cause the report—

ing entity's financial statements to be mislead- ,

ing or |ncomplete

The General Assembly Retirement System :
(System) is administered by a Board of Trust-
ees consisting of seven persons, which include-

-the Presidertt of the Senate, ex officio, or his
designee, two members of the Senate ap-
pointed by the President of the Senate, three
members of the House of Representatlves

4 appomted by the Speaker of the House of:

Representatlves, and one person elected from

: the member annuitants.

: Based ‘on the criteria of the Governmental
Accounting Standards Board Statement No.’
14, there are no other state agencies, boards

or commissions, ‘or other organizations .re-
quired to be combined with the System, how-
ever, the System is considered to be part of
the State of lllinois financial reporting entity,

and is'to be combined and included in the State

- of Winois’ comprehenswe annual flnancml re-
port. .

Pursuant to federal tax law and reguIations
governing the administration of public. em-

Iployee pension plans, the System has estab-- -
lished a separate fund for the sole purpose of ~* .

paying benefits in accordance with Section 415
~ of the Internal Revenue Code. The receipts
~and disbursements from the fund for fiscal
“years 2002 and 2001 were each less than
$30,000. Due to the immaterial nature of the

separate fund, these receipts and disburse-

ments have been included in the System’s fi-
nancial statements. :

2. Plan DesCription \

The System is the administrator of a smgle-f

employer defined benefit public employee re-

‘tirement system (PERS) established and ad-
mmlstered by the State of [lfinois to provide
~ pension benefits for its partncnpants

a, Elnglblllty and Membershlp
The General Assembly Retirement ‘System

covers members of the General Assembly of
~ the State and persons elected to the offices -
of Governor, Lieutenant Governor, Secretary -

of State, Treasurer, Comptroller and Attorney

General for the period of service in such of-

fices and the Clerks and Assistant Clerks of

the respective Houses of the General Assem-
. bly. Paruc:patnon by eIIglbIe persons is optional. -




General Assembly Retrrement System State ofll/mo:s' SR C -

b. Contrlbutlons ‘

In accordance with Chapter 40 Sectlon 5/2-‘
1126 of the Hlinois Compiled Statutes, partici-
pants contribute specified percentages of their
salaries for retirement annuities, survivors' an-
_ nuities and automatic annual increases. Con-
tributions are excluded from gross income for
‘Federal and State income tax purposes. -

Financial Statements ~

the'GeneralAssembly Re-
tirement System provide
for optional contributions
by participants, with inter-
estat prescrlbed rates, to
retroactively establish
* service credits for - perl-,
ods of prior credntable servnce B

. The Board ofTrustees has adopted the pollcy
" that interest payments by a part:cnpant, in-
cluded in optional contributions to retroac-
tively establish service credits, shall be con-‘

sidered an integral part of the participant's in- -

‘ vestment in‘annuity expectanaes and, as such,
shall be lncluded as.a part of any refund pay-
able . o

 The payment of (1) the required State contri-
~ butions, (2)-all bénefits granted under the Sys-
“tem and (3) all expenses in connection with
the administration and operation thereof are
the obligations of the State to the extent speci-
~fied in Chapter 40, Article 5/2 of the Ilhnons

" Compiled Statutes

“The statutes governing -

3. Summary of Significant

Accounting Policies and
Plan Asse’c Matters

a. Basis of Accountmg

- The financial transactions of the System are

mamwned and these financial statements have

: been prepared using the accrual basis of ac-

countingin conformity with generally accepted
accounting prmcnplesr

Par_ticipant and employer ‘contributions are

‘recognized as revenues in the period in which

employee services are performed. - Benefits

“and refénds are recognized as expenses when

due and payable in accordance with the terms ‘

of the plan.

 The System has elected to apply only appli-
* cable FASB Statements and Interpretations

issued on or before November 30, 1989, that /
do not contradict GASB Pronouncements.f '

b. Cash and Investments.

‘The System retains all of its available cashin a
» commingled investment pool managed by the
" Treasurer of the State of lllinois (Treasurer).

All deposits are fully collateralized by the Trea-

surer. “ Available cash” is determined to be
that amount which is required for the current
operating’ expenditures of the System. The
excess of available cash is transferred to the
lilinois State Board of Investment (ISBI) for
purposes of Iong-term investment for the Sys- ‘

tem.

c. Benefts C :

After eight years. of credlted service; partlci-

pants have vested rights to retirement ben-

efits beginning at age 55, or after four years of

service with reurement beneﬁts begmnlng at
~ age 62.

The General Assembly Re-
tirement System also pro-
‘vides annual automatic an-
nuity increases for retirees
and survivors, survivors’ an-
nuity benefits, reversionary

specified - conditions; fump-

- sum death benefits. Participants who termi-
nate service may receive, upon application, a

. refund of their total contributions. ‘

The retirement annuity is determined accord- -

" ing to the formula in the box above based upon

the participants’ final rate of salary. The maxi- -

mum retirement annuity payable is. 85% of the
~ final rate of salary ,

annuity benefits, and under

The System transfers money to the ISBI for

investment in the isBl Commingled Fund.This

~money is then allocated among various invest-

ment managers fopursuea SPECIﬁC mvestment

-strategy. All investment transactions are initi-

ated by the investment managers (either in-.
ternal or external). The transaction settlement
information is then forwarded to the agent.
bank’s trust department under a master cus-

todial agreement ’ .

Custody of a majority of the actual phy5|cal B
securities is maintained at an agent of the agent

~bank’s trust department using a book-entry

system.. The ISBI's master custodian is The |
Northern Trust Company. The agent of the
master custodian is the DepOSItory Trust
Company ‘ :




Investments are managed by the ISBI pursu-

ant to Chapter 40,Article 5/22A of the lilinois

Compiled Statutes (ILCS) and are mamtamed

in the ISBI Commingled Fund. The ISBI re-

. ports securities at fair value. Where appro-

_ priate, the fair value mcludes estimated dispo-
sition costs.

Fair value for stocks is determined: by using
the closing price listed on the national securi-.

ties exchanges as of June 30. Market value for
fixed income securities are determined prin-
“cipally by using quoted market prices provided
by independent pricing services. For com-

~mingled equity funds, the net asset value ‘is

determined and certified by the commingled
equity fund manager as of june 30. Fair value

for directly owned real estate |nvestments |s,~

determined by appralsals

Units of the ISBI Commingled Fund are issued
* to the member systems on the last day of the
month based on the unit net asset value’ cal-
culated as of that date. Net investment in-
come of the ISBI Commlng|ed Fund is allo-
‘cated to each. of the member systems on the
~last day of the month on the basis of percent-
age of accumulated units owned by the re-
spective systems. Management expenses are
" deducted monthly from income before dlStl‘l-
butlon ‘

The investment authority of the ISBI is pro-
vided in Chapter 40, Section 5/22A-112 of the

ILCS. The ISBI investment authority includes
investments in obligations of the U.S.Treasury .

~and other agencies, notes secured by mort-

gages which are insured by the Federal Hous-
~ ing Commission, real estate,common and pre-
ferred stocks, convertible debt securities, de-
posits or certificates of deposit of federally
_ insured institutions and options. Such invest-

‘ment authority requires that all opportunities

_ be undertaken with care, skill, prudence and .
diligence given prevailing circumstances that "

a prudent person acting in like capacity and
_experience would undertake. The ISB! does not
have any one investment which represents 5 per-
cent or more of the |SB| s net assets.

‘For addmona! lnformatlon on

fo ... ... . General Assembly Retirern\e;nt System, State of I\Hinois':

- The 1SBI participates in a securities lending
‘program at its custodian,bank, whereby secu-
rities are loaned to brokers and, in return, the

. ISBI has rights toa portion of a collateral pool.
- All of the ISBI's securities are eligible for the
securities Iendlng program. Collateral consists
solely of cash, letters of credit, commercial .

paper and government securities having a
-market value equal to or greater than the se-
_curities loaned. There are no provisions for

ISBI indemnification on the securities lending

transactions. As of June 30, 2002 and. 2001 -
 the ISBI had outstanding loaned investment se-

curities having market values of $671,816,775

and $1,011,910,854, respectively,against which
it had received collatera! with values of

$692,016,339 and $1,047, 527 926, respec-

, tlvely

The ISBI’s international managers invest in
derivative securities. During the year, the ISBI's
derivative investments included forward for-

eign currency contracts. Forward foreign cur-.
rency contracts are used to hedge against the
currency rlsk in the ISBI’s foreign stock and
fixed income portfolios. The remaining deriva--

tive securities are used to improve yields, or

- to hedge changes in interest rates.

~The ISBI aiso invests in mortgage-backed se-

curities to maximize yields and to hedge

: agalnst a rise in interest rates. These securi-

ties are based on cash flows from prlnc1pal

“and interest ‘payments on underlying mort- -

gages.. Therefore, they are sensitive to pre-

" payments by mortgagees; which may result

from a decline in. |nterest rates..

The System owns. approxnmately 1.0% of the -
~net investment assets of the ISBl Commingled. -

Fund as of June 30, 2002. A schedule of in-
vestment expenses is included in the ISBI’s

- annual report )

ISBI’s
investments, please refer to their Annual
Report as of June 30, 2002.. A copy of the
report can be obtained from the ISBl at 180

- North LaSalle Street; Suite 20|5 Chlcago L
"hnms 60601. ‘

Financial Statements
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ISBI investments, as categorized by ISB, are

categorized to indicate the Ievel of rlsk
assumed by the ISBI at year end.

¢ - Category | includes inyestments‘:th‘at are
insured or registered or the securities are held
by the master‘custodian in the ISBI's name.

e Category llincludes. unmsured and unreg-

istered investments with the securities’ held

~ by the counterparty’s agent in the ISBl s name.

+  Category lll includes umnsured and un--
:reglstered investments with the securities held -
by the counterparty but not in the ISBY's name.

. Investments in pooled funds are not catego-

- -rized because they are not ewdenced by se-.
: curmes that eX|st in phySIcal or book entry.
- form.
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d. Admlmstratwe Expenses-

_Expenses related to the administration of the v
~ System are financed through investment earn-
ings and employer retirement contributions.

These expenses are budgeted and approved
by the System's Board of Trustees.

Administrative expenses common to the Gen- - B

eral Assembly Retirement System and the

Judges' Retirement System are borne 40% by
- the General Assembly Retirement System and
'60% by the Judges’ Retlrement System.

Invoices/vou‘chers covering common expenses .
incurred are paid by the Judges' Retirement - -
System, and 40% thereof is allocated to and

reimbursed by the General Assembly Retire-

ment System. Administrative expenses allo-

cated to and reimbursed by the General As-
sembly Retirement System as of
tively.

e. Risk‘Managerne‘nt

mary government of the State,
ciated with workers’ compen-

sation and general liability
through the State's self-insur-

2 . There have been no commer-
_ cial insurance claims in the past
three fiscal years.. ~

c. Actuarnal Experlence Review
In accordance with Hlinois Complled Statutes,

-an actuarial experlence review is to be per—

formed at least once every five years to’ deter-

~ mine the adequacy of actuarial : assumptions
~ regarding the mortality, retirement, disability,

employment, turnover, interest and earnable

“compensation of the members and beneficia-

ries of the System, The System’s actuarial con-
sultant performed an experience review for

the five-year period ending June 30,2002. Based

upon the results of the review, several changes
were made to the actuarial assumpﬂons These

" changes had the effect of increasing the actu-

arial liability and the related unfunded actu-
arial accrued liability by $1,211,951. -

o tory Contributions
Reqmred and Contrlbutuons
Made

For each fiscal year, the System's actuary per-

forms an actuarial valuation and computes ac-
- tuarially determined contribution reqwre-
ments for the System, using the projected unlt -

credlt actuarial cost method

For fiscal years 2002 and- 2001, the required
employer contributions were computed inac- -
cordance with Public Act 88-0593. This fund- ..

ing legislation, which became effective July |,
1995, provides for a systematic 50 year fund-

ing plan with an ultimate goal to fund the cost

of maintaining and administering the System
atan actuarlai funded ratio of 90%.

{1 June 30, 2002 and 2001, were
- $237,029 and $238,005, respec- -

Thye‘Systyem, as part-of the pri- . .

‘provides for risks of loss asso-

-ance program. The System ob-
tains commercial insurance for -
fidelity, surety, and property. e

9 4, Funding Statu-
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In addition, the funding plan provides for a 15
year phase-in period to allow the state to adapt
to the increased financial commitment. Once
- the 15 year phase-in period is complete, the

state's contribution will then remain at a level
* percentage of payroll for the next 35 years until
‘the 90% funded level is achieved. -

| Financial Statements

The total amount of statutorily required em-" .

. ployer contributions for fiscal years 2002 and -

- 2001 was $4,678,000 and $4,305,000, respec-

tively. The total amount of emplq)'er contri-

‘butions received from the state during fiscal N
“years 2002 and 2001 was $4,678,000 and

$4,305,000, respectively.’ ,

5. Administrative Expenses
~ Asummary of the admihistrat’iye expenses for -
the General Assembly Retirement System for

fiscal years 2002 and 2001 is listed at right.

6. Equipment
Fixed assets are capitalized at their cost at the
© time of acquisition. DepreC|at|on is
computed using the straight-line
method over the estimated useful life
of the asset. The estimated useful lives
are as follows: (1) office furniture - 10
years, (2) equipment - 6 years, and (3)
certain electromc data processing
equipment - 3 years.

7. Accrued
Compensated
Absences :
Employees of the GeneralAssembly Re-
tirement System are entitled to receive
compensation for all accrued but un-
used vacation time and one-half of all = *3!
" unused sick leave earned after Decem- = At
- ber 31, 1983 and prior to January I,
. 1998 upon termination of employment.
- These accrued compensated absences as of
~“June 30, 2002 and 2001 total $27,580 and
$24,540, respectively and are included in ad-
ministrative expenses payable

21
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8. Pension Plan

Plan Description. All of the System s full-
time employees who are not eligible for par-

ticipation in another state-sponsored retire- .
~ ment plan participate in the State Employees'
‘Retirement System (SERS), which is a pension
- trust fund in the State of lllinois reporting en-

* The SERS is a single-employer defined benefit

public employee retirement system (PERS) in

- which state employees participate, except
those covered by the State Universities, Teach- -

ers’,General Assembly, andjudges Retirement

' Systems

The financual posmon and results of operatlons

 of the SERS for fiscal years 2002 and 2001 are

2

" _includeéd in the State of lllinois’ Comprehen-

sive Annual Financial Report (CAFR) for the
years ended June 30, 2002 and 2001, respec-
tively. The SERS also issues a separate CAFR

" that may be obtained by writing to the SERS,

2101 SouthVeterans Parkway, Sprmgﬁeld M=

hois, 62794-9255 or by callmg 217-785- 7202

The State of lllmms CAFR may be obtamed ’
by writing to the State Comptroller's Office, .

Financial Reporting Department, 325 West
Adams St Springfield, Hlinois, 62704-l858 or

* “by calling 217- 782 2053

A summary of SERS' benefit provisions, chahgesl '
-in benefit provisions, employee eligibility re-
quirements including eligibility for vesting,and .

the authority under which benefit provisions
are established, are included as an integral part
of the SERS" CAFR.. “Also included is a discus-

_sion of employer and employee obhgatlons to
contribute, and the authority under which

those obligatiens are established '

Fundmg Pollcy The System pays employer-

retirement contributions based upoen anactu-
arially determined percentage of its payrolls.
For fiscal years 2002 and 2001, the employer
contribution rates were 10, 04% and 9. 944%,
respectlvely :

_ Effective for pay periods beginning after De-

“cember 31, 1991, the State opted to pay.the -

~employee portion of retirement for most state
agencies with employees covered by the State

Employees' and Teachers' Reurement Systemsk

The“p:ckup is sub]ect to sufficient annual ap- -

propriations ‘and those employees covered
may vary across employee groups and. state

~agencies. Currently, state officers, judges, gen-

eral assembly members, and state university
employees are not eligible for the employee ;
plckup

Other‘ Post-Employment Benefits. Inad- =

dition to providing pension benefits, the State’

Employees Group Insurance Act of 1971, as

amended, requires that certain health, dental .. -

and life insurance benefits shall'be provided
by the state to annuitants who are former state -

.employees. "This includes annummts of the

System.

Substantially all state employees including the

System's employees may become eligible for . -

post-employment benefits if they eventually
become annuitants. Health and dental ben-
efits include basic¢ benefits for annuitants un-_
der the state's self-insurance plan and insur-
ance contracts cyur‘rently in force. Life insur-
ance benefits are limited to five thousand dol-

' lars per annuitant age 60 and older.

. Costs incurred for health, dental and life in-
_surance for annuitants and their dependents
‘were not. separated from benefits provided to

active employees and their dependents for the
years ended June 30, 2002 and 2001.

dependent health, dental and life insurance for:

" annuitants and their dependents are disclosed
in the State of [llinois’ Comprehenswe Annual

Financial Report.

Costzinformatlon for retirees by,iﬁdividual
state a{gency is not available. Payments are . -

“made on a "pay-as-you-go" basis. The ‘System

is not the administrator of any of the other.’

‘ post-employment benefits descnbed above

How-
_ever, post-employment costs for the state as
a whole for all state agencnes/departments for - -



9. Analysis of Changes in
Reserve Balances ’
The funded statutory reserves of the General

Assembly Retirement System are composed
of two components as follows:

a. Reserve for Par:tlcnpants ‘ Centributi/onsh

' This reserve consists of participants’ accumu-

~lated contributions for'retlrement annuities,
survivors' annuities and automatic annual in-
creases.

_ b.Reserve for Future Operations
This reserve is the balance remaining in the

~ General Assembly Retirement System from
~ State of lllinois contrlbutlons and revenue from X
|nvestments after consnderatlon of charges for.

payouts by the General Assembly Retlrement
System. SR

10. New Accounting
- Pronouncements.
In june, 1999 the GASB issued Statement No.

- 34, Basic Financial Statements - and Management's
- Discussion and Analysis - for State and Local-

~ Governments (GASB 34). In June 2001, the
' ‘GASB issued Statement No. 37, Bas:c Flnancml

’ Balance atjune 30 2000 ‘
 Add (deduct): L ‘
‘ ExceSS of revenue over/(under) ex' enses
Reserve transfers : ’

‘ who reuréd or dsed w:th ehgtﬁle
- : sumvor durmg the year

Baiance at June 30 2002

» Statements - and Managements Discussion and

Analysis - for State and Local Governments:
Omnibus, which amended certain provisions of

Statement Note Disclosures, which modified,
established; and rescinded certainh financial
statement disclosure requlrements

"Effectwe july I 200I the System adopted’
GASB Statements 34, 37, ‘and 38 which had

_‘noimpact.on the Systems basic. financial -
statements or its net assets. The adoptlon of

GASB 34 requnred the System to present

Management’s Discussion and Ana|ysns,
- (MD&A).: The MD&A is considered to be

‘required supplementary information and
..precedes the financial statements.

- 11. Subsequent Event _
The ISBI Commingled Fund had a decline in

its investment portfolio subsequent to year
end due to turbulent market conditions. At

~ September 30, 2002, the ISBI Commingled .
Fund had incurred an approximate $880 mil- -

tion (11.1%) decrease in its inveéstment port-
folio due to declines in the domestlc and |n-
ternatlonal eqmty markets.

[N R ,Gener‘alfA‘s’s‘emb’Iy R,etirement System, State of‘llh'no:is‘:
- Financial Statements

- GASB 34. In June, 2001 the GASB also issued .-
.GASB Statement No. 38, Certain Financial -

ssamsosr
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Requrred Supplementary Informat,on
'SCHEDULE OF 'F'UNDING’PRO(;RESS,
‘ - : k nde UML asa

Percentage of
Covered Payrc!!\

S | 930.6%

16{763,;(‘)‘00 -
11479000

~ ‘Notes to Requlred Supplementary Informatlon\

Valuation date: JLme 30 2002
- Actuarial cost method: Projected Unit Credit
fAmortlzatlon method ‘
“a. For GASB Statement No 25 reportlng purposes: Level percent of payroll
.~ b. Per state statute l5-year phase-in to a Ievel percent of payroll until a
90% funding level i is achieved :
Remalnmg amoftization perlod -
a. For GASB Statement No. 25 reporting purposes 40 years, open
_-b. Per state statute: 43 years, closed : :
‘ . Asset valuation method: Fair value
o Actuarlal _assumptions: ‘
o Investment rate of return: 8.0 percent per year, compounded annuaﬂy
Projected salary increases: 6.5 percent per year, compounded annuaﬂy
" Assumed inflation rate: 4.0 percent
Group size growth rate: 0.0 percent , ,
, Post-retlrement increase: 3.0 percent per year, compounded annually

|
\
7
!
\
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o | r - Supplementary Financial Information
~ SUMMARY OF REVENUES BY SOURCE R .
- Years Ended June 30,2002 and 2001 |

, SUMMARY SCHEDULE OF CASH RECE|PTS AND D|SBURSEMENTS
| Years Ended June 30 2002 and 2001 -~

Cash baiaacet b nnlng ofy 2
; Recexpts : -
' Pamcxpant contnbuuons

25



T e e e e
:

: General Assembly'Retirement S‘ystém‘ Sta'teofylllinbis. T o -

Supplementary Fmanc:al Informatlon

' SCHEDULE OF PAYMENTS TO CONSULTANTS"” s
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L RERERREI SR e """Géneral Assembly Retireme‘nt‘ySyStem,,State of lllinois

INVESTM ENT
SECTION



General Asysembyly Retirement System, State of Illinois - . - . - PN, '

Investment Section

28

INVESTMENT REPORT

By state law the System's investment function

to provide a means of centralizing the invest-

~ ment management function for public em-

ployee pension funds and retirement systems

. operating in the state.

In addition to the‘ass‘ets of the General As-

sembly Retirement System, the ISBI also man-
ages the investment function for the State

-~ Employees’ and Judges' Retirement Systems.
~-All ISBI investments are accounted for in‘a
" commingled fund (ISB! Fund). -~

management valued at market, amounted to
$7.928 billion. Of the total market value of

“assets under- management, $52.2 million or ap-

proximately 1% represented assets of the

‘General Assembly Retlrement System.

,A summary of the portfoho s largest holdings, .-
as well as the complete listing of the ISBI port- -

folio, are included in the ISBl Annual Report.

A schedule of fees and commissions paid by

brokerage firm and a listing of transactions
executed, including transaction value, are also
contained in the ISBI Annual Report. The fol-

" lowing investment information and analysis has

been prepared by the ISBI.

‘Investment Policy
The ISBI operates under a strategic investment -

pohcy that is reviewed and approved at least

every two years. The mvestment objective of

the total portfolio is to maximize the rate of
return on investments within a prudent level
of risk. To achieve this objective, the ISBI

. invests in different types of assets and uses

muh:lple managers to ensure dlver5|f|cat|on

: Over an investment cycle, the I1SBI seeks to -
achieve a rate of return that is at least equal
to the assumed actuarial interest rate,
currently 8.0% per year, and at least equal to

the return of the policy-weighted benchmark,
a theoretical “indexed” lmplementatlon of

" ISBI’s asset allocatlon policy.
"is managed by the- Illinois State Board of In-" -

vestment (ISBI). The ISBI was created in 1969 - Asset A||ocat|on :

" The investment pollcy of the ISBI Board -

establishes asset allocation targets and ranges
for each asset class, selected to achieve overall -
risk and return objectives. The policy is .
implemented by aIIocatlons to investment’
managers with assignments to invest in specific

‘asset classes, with defined security selection

styles and methodologies. During fiscal 2002,

‘the ISBI Board reviewed the strategic asset’

allocation policy, and effective April 1, 2002,
made certain changes to the policy. The ISBI

‘ L o ~ Board reduced its allocation to international
“As of June 30, 2002, total net assets under

equities, with increases to U.S. equiities, fixed

.income, and real estate. The policy asset

allocation at june- 30, 2002 was 46% U.S. |
equities, 15% |nternat|onal equities, 23% fixed
income, 8% real estate, and 8% alternative

~investments, .

The actual asset al~|ocatio‘n of the portfolio at
June 30,2002, as relative to the policy target,
is set forth in the table below. Fixed income

‘was modestly overweighted relative to the
-policy target, to compensate for an
'underweight to private market categories

(alternative investments and real estate). As
the Board fills the alternatives and real estate
categories, the overweight categories will be’
reduced accordingly.

Investment Results

World equity markets: contlnued their
turbulent corrections during fiscal 2002. The
ISBI total fund was down 6.9% for fiscal 2002,
net of expenses. This loss follows on a negative
result for fiscal 2001, and reflects the ongoing
negative stock market environment, both in -

~ the U.S. and abroad. While the fund clearly

did not meet its long-term objective of -

- exceeding the 8.0% assumed actuarial interest -

rate, the return was modestly ahead of the
policy-weighted benchmark return, which last
7.3%. For the ten-year period ended June 30,
2002, the fund has beat the actuarial hurdle,
with an average annual,retur,n of 9.1%. ‘

 U.S. Equities

During fiscal 2002, the events of September
11, coupled with growing doubts about the
integrity of corporate financial statements,
produced a volatile and ultimately declining
stock market. Initially hard hit following the
September terrorist attack, the stock market



‘staged a strong recovery through March 2002. .

However, renewed fears about accounting
fraud, coupled with escalating issues in the
Middle East, caused the bear market to

resume. For the twelve months ended June -
30, 2002, the Russell, 3000 Index, a broad

~representation of the US. market, Iost 17.2%.
“Continuing the trend of the prior year, value
'stocks exceeded growth stocks, with the
“Russell 3000 Value Index losing 7.8%,

"+ compared to the Russell 3000 Growth Index

* loss of 26.4%.

4 Small capitalization stocks
-~ continued  a

three-year 'streak of

~ outperforming large capitalization stocks, with
~ the Russell 2000 Index losing 86%, vs.an

- 18.0% loss for the S&P 500

down 14.6% for the fiscal year, over 250 basis

portfoho did perform as it was constructed

to do; namely, to limit tracking error relative
* to the benchmark and to add value with active
“management.
structure analy5|s, rebalancmg, and risk

management, has achieved the .objective of -

'ftrackmg the market WIth predlctable
“consistency.

~ The ten-year average annual return of 11.4%

- shows that even considering the losses in fiscal
2002 and fiscal 2001, the U.S. stock ‘market
has rewarded the Iong-term qinvestor. o

Internatlonal Equltles

~ While foreign markets succumbed. to some

- of the anxieties besetting U.S. equities, on the
whole they performed somewhat better. The
Morgan Stanley All-Country Free ex US (“MS-
- AC Free ex US”) Index, gave up 8.2% for the
fiscal year, about nine percentage points ahead

of the U.S. return. As in the U.S,, value stocks '

* held up better than growth stocks.

The return on ISBI’s |nternat1ona| ;,equity«

portfolio, down 6.3%, outperformed the
benchmark by almost 200 basis points for the

fiscal year. As with the u. S. equity portfolio,

the ISBI Board has the twin objectives of

~ limiting trackmg error relative to the

benchmark and adding value with:active

~ management. The returns for longer time

periods demonstrate that the ISBI has met
these goals for most time periods.

' Therefore, mvestments focused ‘on value-
. added or opportunlstlc strategles However,
“over the last two years the ISBI Board has

~ Fixed Income |
During fiscal 2002, earnings fears that hurt

'theyear

The ISBI fixed
income portfolio
lagged . the

The ISBI Board, through

. ,,portfollo will be a
‘risk=constrained-

~leveraged

_realizations and
: mark-to-markets in several opportunlty funds,

PR S Genera"I'Assemny Retirement Sys’tei‘n,{ State of Illinois “

the stock market caused the opposite reaction
in the bond market, with-U.S:Treasuries leading
the rally. Continuing disclosures of substantial
earnings revisions dampened corporate bond
returns, with high yield bonds suffering the

Investment Section B

‘most. The Lehman U.S. Unlversal Bond Index

returned 77% for

benchmark for. the
fiscal year; earning .
5.5%. The cause of
this under performance is chlefly because of

, , . an above benchmark weighting to corporate
The returnon ISBI's U.S.,eqwty portfolio“was :

issues refative to governments. While this’

: ‘ ] strategy has achieved good long-term results,
- points ahead of the Russell 3000. While a -
negative returnis never the desired resuit, the -

it has not worked well in the current

environment where any credit risk is punished.

The ISBI has/tradi\tionally maneged subStantiaIly

all fixed income assets internally. The ISBI is in
the process of transitioning 2/3 of the fixed

“income: assets to three ‘dlver5|f|ed external

managers. The
remaining mternal

investment grade
portfollo The ISBI

“Board beheves that -
the new structure will minimize the negatlve

surprises such as those experienced during

fiscal 2002,and resultin more predlctable fixed . )

income returns

Real'Eétate |

Real estate prowded a-safe haven from the

. stock market during fiscal 2002, with the

NCREIF Real Estate Index, 2 measure of core,
operating, non- ; :

- real
estate,earning 5.9%.
The ISBls real
estate po’rtfolio,'
powered by

earned a more substantlal 1L 5%

o Prlor to f scal 200] the ISBI Board s real estate

pollcy was to seek hlgher return real estate-
opportunmes while controlling for risk.

29
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‘to this goal.
investments in real estate are passive and are
- represented, by interests in. limited

. increased the.real estate strategic allocation

from 5% to 8% of the total fund. At the new
allocation level, the ISB! Board felt it was

~ appropriate to target 50% of its real estate to |
core, income producing real estate, with the
- balance in higher return strategies.

“The ISBI Board completed“searches in fiscal
© 2002, for funding in early fiscal 2003, which

should move the portfolio substantially closer
All of the ISBI's current

partnerships, trusts; and other forms of pooled
investments. ~

Alternative Investments
Asin the stock market, alternattve investments
continued to experlence fallout from

investors’ disillusionment with technology. . -
Overall, the ISBI’s alternative investments

portfolio lost 18.4% for the fiscal year, in line

with results in the public stock market. The '
~alternative investments portfolio consists of
- passive interests in limited -partnerships and
other commingled vehicles that invest in

venture capital, management buyouts, and

‘other private placement activities.

In splte of the setbacks of the last three years,
fong-term results show that alternative.

investments remain the best performing asset

class for the fi ive and ten-year periods ended
june 30. ‘

/Management Expenses

Total ISBI expenses for the fiscal year were
$18.6 million, compared to $20.6 million for
fiscal 2001.

’ The resulting expense ratio -
(expenses divided by total net assets) was
'0.23% in fiscal 2002, compared to 0.24% infiscal
2001, :

a -
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ADDITIONAL INVESTMENT INFORMATION

The followmg table shows a comparison of ISBI mvestment operatlons for flscal years 2002 and 200I

(22096): _
(296 446), (80

In addition, interest on the average balance in the System s cash account in the State Treasury for FY 2002
‘was $43,745 compared to. $I02 744 durmg FY 200I ~

32
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Actuary's ,Certiﬁcation /Letter |

GOLDSTEIN & ASSOCIATES © 29SOUMLGSAUESTREET  SUTE 735
Actuaries and Consulfanfs : ... CHIGAGO, ILINOIS 60603, - R
’ ) - PHONE (312) 726-5877 VFAX 312) 726-4323

~ October 5, 2002

‘Board of Trustees and Executive Secretary =~
-General Assembly Retirement System of Illmms
2101 South Veterans Pakaay :
‘P.O.Box 19255 . :

Sprmgﬁeld Ilinois 62794

ACTUARIAL CERTIFICATION

We have completed the annual actuanal valuation of the General Assembly Retlrement System
of Ilinois as of June 30, 2002. The purpose of the valuation was to determine the ﬁnancxal -
condltlon and fundmg requirements of the retlrement system

There have been no changes in the benefit provisions of the system durmg the perlod between the
date of the last actuanal valuatxon and the date of the current valuatxon : ‘

' Pursuant to the law: govermng the system, the actuary shall mvestlgate the expenence of the
- system at least once every five years and recommend as a result of such investigation, the -
-actuarial assumptions to be adopted. As the actuary, we have completed such an experience
analysis for the five-year period 1996- 2001. ‘Based on this experience analysis, we -
recommended, and the Board adopted, several changes in the actuarial assumptions used for the
~ June 30, 2002 actuarial valuation.. We have estimated that the changes made in the actuarial =~
assumptions used for the June 30, 2002 valuation had the impact of increasing the total actuarial
liability by $1,211,951. We believe that, in the aggregate, the current actuarial assumptlons -
relate reasonably to the past and antlclpated expenence of the system. .

; ~Sect10n 5/2-124 of the Ilhnoxs Pension Code spec1ﬁes the fundmg plan currently in effect for the
~ system. The financing objective under this plan is to have the required State contributions
. sufficient to bring the total assets of the system up to 90% of the total actuarial liabilities by the
‘end of fiscal year 2045. For fiscal years 2011 through 2045, the required State contributions are
to be a level percentage of payroll. For fiscal years 1996 through 2010, the State contribution
~ shall be increased as a percentage of the applicable payroll in equal annual increments so that by ‘
- fiscal year 2011, the State is contrlbutlng at the requn‘ed rate.

Based on the June 30, 2002 actuarial valuatlon, we have determmed the required State
‘ contribution under this funding plan for fiscal year 2004. We have also estimated the requ1red
State contributions for future years : : ~

The system ] current fundmg plan does not meet the requirements for amortizing the unfunded
- liability provided under GASB Statement No. 25. In all other respects, the assumptions and

methods used for funding purposes meet the parameters set for the disclosures presented in the

ﬁnanclal sectlon by GASB Statement No. 25 : :

S
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GOLDSTEIN & ASSOCIATES
Consumng Actuaries

' The asset values used for the valuatlon were based on the audited asset 1nformat10n reported by
‘ the system. For purposes of the current valuatron, the market value of the assets of the system
less the amount of 11ab111t1es was used : : :

. The actuanal liabilities have been valued on the basis of membershlp data, which is supphed by
the admrmstrattve staff of the system and verified by the system s audrtors We have made
addltlonal tests to ensure its accuracy ;

| Inour opinjon, the 1nformat10n presented herem fairly presents the ﬁnanmal condltlon of the

‘1 General Assemb]y Retirement System of Illinois as of June 30, 2002. We prepared the

| accompanying Actuarial Cost Method and Summary of Major Actuarial Assumptions. The staff ,

- of the retirement system prepared the other supporting schedules in this section and the trend
tables in the financial section, based on lnformatlon contalned in our actuanal reports

Respectfully submltted

Sandor Goldste'in,‘F.S.A.‘ ;
- Consulting Actuary .,

| carl). Smedinghoff, ASA.
Associate Actuary
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INTRODUCTION :

Annually, the System’s actuarial consultants.
-~ perform a valuation of the liabilities and re-’

serves of the System in order to make a de-
termination of the amount of <contributions

 ‘requiredfrom the state. These results are then
~ certified to the Board.

The Board in turn has the duty of certlfymg

R can employer contribution amount, required to

be paid to the System by the state durmg the
succeedlng fiscal year.

The employers <ontribution amount, together

with participants’ contributions, income from

“investments and any other income received
by the System, shall be sufficient to meet the

- cost of maintaining and admmlsterlng the Sys-

" tem on a funded basis in accordance with ac-
tuarial requirements, pursuant to Chapter 40,

Section 5/2-!46 of the lIIm0|s Complled Stat-
utes.

InAugust, I994 Senate Blll 533 was S|gned into

" law as Public Act 88-0593. This funding legis-.
~ fation, which became effectlve July 1,1995, ,pro-
 vides that: -

be sufficient to bring the total assets of the
System up to 90% of the total actuarial liabili-

" ties of the System by the end of fiscal year

2045. - In making these determinations, the
required contribution shall be calculated each
year as a level percentage of payroll over the
years remaining to and including fiscal year

2045 and shall be determined under the pro-

jected unit credit actuarial cost method.

"= For fiscal years 2002 through 2010, the -

-contribution to the System, as a percentage
- of the payroll, shall be increased in equal an-
nual increments so that by fiscal year 2010
the contribution rate is at the same level as

the contribution rate for fi scal years 20II

through 2045.

. Beginning in fiscal year 2045,the rninirhum, ~
_contribution to the System for each fiscal year.

shall be the amount needed to maintain the
total assets of the System at 90% of the total
actuarial liabilities of the System.

The amortization period required ‘bythe' k

‘state's funding plan, as described above, does

not meet the parameters of GASB Statement
No 25 : ‘

Most importantly, the funding legislation also
_provides for the establishment of a continu-

ing appropriation of the required employer
contributions to the System. This has, in ef-
fect, removed the appropriation of these funds
from the annual budgetary process ‘

Although Iong-term in nature, we belleve that
this legislation has been an extremely positive
step forward which will ensure the long-term

financial integrity of the state’s retirement sys- -

tems including the General Assembly Retire-
ment System '

For fiscal years 2002 and 2001, the System

‘received the actuarially determined employer

contributions in accordance with the state's

“funding plan described above.

ACTUARIA‘L COST

METHOD AND SUMMARY

- OF MAJOR ACTUARIAL
. For fiscal years 20|I through 2045 the '

‘minimum contribution to the System for each.
- fiscal year shall be an amount determined to

ASSUMPTIONS

' The System utilizes the prolected unit credit
actuarial cost method. Under this method,

the actuarial liability is the actuarial present

value or that portion of a participant's pro- =

jected benefit that is attributable to service
to date on-the basis of future compensation
projected to retirement. The normal cost rep-
resents ‘the actuarial pres,ent value. of the

participant's projected benefit that is attrib-
‘utable to service in the current year, again

based on future compensatlon pro]ected to:
retirement. , ,

- Actuarial gains and losses are recognized im-

mediately in the unfunded actuarial liability of

- the System. However, for purposes of deter-

mining future employer contributions, the ac-
tuarial gains and losses are amortized in ac-
cordance with the funding plan established by

‘Public Act 88-0593. .
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DESCRIPTION OF THE ACTUARIAL ASSUMPTIONS ERE Actuarial SectiOn- ‘
UTILIZED FOR FISCALYEARS 2002 AND 200I ‘ - o R S

.

Dates of Adoption: The Pr01ected Umt Termination Rates:  Termination rates based on the recent experience of the ‘
 Credit Normal Cost Method was adopted June = System were used. The following is a sample of the termination rates that were used:
-30, 1987, all other assumptions were IR

adopted June 30, 2002.

Mortality Rates: Active and retired mem-
bers: For fiscal year 2002, the UP-1994 Mor-
~tality Table for Males; For fiscal year 2001, the

~ UP-1994 Mortality Table for Males, rated up:2. -
years. Spouses: For fiscal year 2002, the UP- .
1994 Mortality Table for Females. For fiscal year
2001, the UP-1994 MortalltyTabIe for Females,
rated up | year .

, Dlsablhty Rates: Dlsablhty rates based on the recent experience of the System as well o
ason published disability rate- tables were used. The followmg isa sample of the dnsablhty ;
rates that were used: , :

Salary Increase: A salary increase assump-"
tion of 6.5% per year (conS|st|ng of a general

" increase component of 4.5% per year, 4.0%
of which is attributable to‘inflation; and a se-
‘niority/merit component of 2.0% per year),.
compounded annually, was.used. In determin-

- ing total covered payroll, the size of the active  Retirement Rates Rates of retirement for each age from 55to 80 basedon therecent

. Interest Rate: An interest rate assumption

group is assumed to remain'co‘nstant._‘ . experience ofthe System were used. The followmg are sampies of the rates of retirement
‘ ~ that were' used '

of 8.0% per year (consisting of an inflation
component of 4.0% per year and a real rate "~
of return component of 4.0% per year), com-
pounded annually, was used

- Marital Status: Iltwas assumed that 75% of
~ active participants will be married at the time
of reti rement. :

~Spouse's Age: The age of the spouse was *
assumed to be 4 years younger than the age -
< of the partlupant oo

“The above retirement rates are equivalent to an average retirement age of
approxlmately 60 for fiscal year 2002 and 64 for fiscal year 2001

 SUMMARY OF AND
'CHANGES TO THE PLAN
PROVISIONS

Please refer to the Plan Summary and Legisla-
tive Section for a summiary of the plan provi-

- sions and legislative amendments that were

evaluated and considered by the actuary dur-
-+ ing the valuation process
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Com'put'ed Actuarial Valuesk‘

SHORT-TERM SOLVENCY

- TEST

! A,shko‘rt-term SOIvéncy test is one means of
- checking a system's progress under its fund--

ing program. In a short-term solvency test,

the plan's present assets (primarily cash and

" investments) are compared with: |) activeand
inactive participant contributions on deposit; -
2) the liabilities for future benefits to present

VALUATION RESULTS

38

retired lives; and 3) the liabilities for service

“ already rendered by active and inactive par-
~ ticipants. In a system that has been following

level percent of payroll financing, the liabilities
for service already rendered by active and in-

active participants (liability 3) should be par--
tially covered by the remainder of present as-

sets. If the system continues using level cost

financing, the funded portion of liability 3 will

increase over time; although it is very rare for
a system to have its liability 3 fully funded.




T 1998

'SUMMARY OF ACCRUED

& UNFUNDED ACCRUED
LIABILITIES
(Analysis of Fun,din’g) .

“In an inflationary economy, the value of the

~ dollar decreases. This environment results in

employees' pay and retirement benefits  in-

" .creasing in dollar amounts resulting in un-

funded accrued liabilities which increase in-
dollar amounts, all ata time when the actual-

SCHEDULE OF RETIRANTS & SURVIVORS' ANNUITANTS
- ADDED TO AND REMOVED FROM ROLLS B

- ‘,-chal : .
oo Year. j Begmnmg -«A

1993 204
1994 ¢ 230
195 m
'|996¢’1? 52}9
1997 . 216

2000
E E?{f,g 200 ' ‘

_ substance of thése 'items' may be decreasing.
" Looking atjust the dollar amounts of unfunded

accrued liabilities can be misleading. The ratio

of the unfunded accrued liabilities to active

employee payroll provides an index which

“clarifies understanding. The smaller the ratio -

of unfunded liabilities to active participant pay-
roll, the stronger the system. Observation of

this relative index over a period of years will
~give an indication of whether the system is

becoming financially stronger or weaker.

I R B General Assembly Retirement System State oflllmo:s :

ActUariaI ‘Séction
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| RECONCILIATI‘ON OF UNFUNDED ACTUARIAL LIABILITY

SCHEDULE OF ACTIVE MEMBER VALUATION DATA
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~ General Ass~¢mbly, Rét,ivrement‘System, State of lllinois- -

Statistical Section |
- ASSET BALANCES

for Futre O eflects i
" REVENUES BY SOURCE

Investment Revenue/{Loss) include
: fiscal years, the Net Inve

4

7,330,04¢ 62,117
38,697,405 54,155,

+ fiscal year 1995. | For ol other fscal ,qu's;\
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- General Assembly Retirement System State ofllhno:s

NUMBER OF RECURRING BENEFIT PAYMENTS

‘ 'StatiSticaI Section

' NUMBER ON ACTIVE PAYROLLS

_ACTIVE
RETIREES
BY STATE

Pennsylvama $
D R
Delaware
A\ 204 o ‘
\‘405 irginia I Lo
) . 0 « Washington
: North Carolma b DC.
: Tennessee 0 I )
Soud . o

-0
Carolma

Q
& Iabam Georga 2.

Arizona |
0

4



~ RETIREMENT ANNUITANTS STATISTICS

& AVERAGE MONTHLY BENEFITS

Reti

General Assembly Retirement Sys{tem,Stqté of IHinbis ‘ .

~ Statistical Section
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SUMMARY OF RETIREMENT SYSTEM PLAN
(As of june 30 2002) ‘

1. PURPOSE

The purpose Qf the Sysrem is to provide re-

tirement annuities, sury,ivors’ annuities and
other benefits for members of the General

. Assembly, certaln elected off cials, and thenr ‘

benefi c:arles

2. ADMINISTRATION

Responsnblhty for the operatlon of the Sys-
tem and the direction of its policies is vested

in a Board of Trustees consisting of seven mem-

bers. The administration of the detailed af-

fairs of the System is the responsibility of the -

Executive Secretary who is appomted by the
Board ofTrustees

Administrative policies and procedures are de-

~ signed to ensure an accurate accounting of
“funds of the System and prompt payment of

claims for benefits within the applicable stat-
ute. ‘ ' o

3. EMPLOYEE
MEMBERSHIP

All members of the lllinois General Assembly and

‘any person elected to the office of Governor,
“Lieutenant Governor, Secretary of State, Trea-

surer, -Comptroller or Attorney General be-
come members of the System unless they file an

élection-not to participate wlthm 24 months of

taking office.

Any person who has served 10 or more yearsas
" Clerk or Assistant Clerk of the House of Repre--
’ sentatives, Secretary or Assistant Secretary of

the Senate or any combmatnon thereof, may elect

to become a partxc:pant

A PARTICIPANT

CONTRIBUTIONS

Participants are required to contribute a per-

“centage of salary as their share of meeting the

various benefits at the rates shown below:

Retirement Annuity \ . 8.5%
~ Automatic Annual Increase 1.0%
- Survivors' Annunty o : 2.0%

Total THS%

A‘participant who has no eligible survivors'
annuity beneficiary may elect to not partici-

pate in the survivors' annuity provisions in
which case the total participant contrlbutlon )

.rate |s 9.5% of salary.

5. RET'I REM ENT

'ANNUITY

A QualiﬁCatioh of Participant ;
" Upon termination of service, a participant is

eligible for a retirement annuity at age 55 with
at least eight years of credit, or at age 62 with
at least four years of credit.

B. Amount ofAnnulty k '
The retirement annuity is determined accord-

ing to the following formula based upon the
appllcable salary:

3.0% for each of the first 4 years of creydit;
3.5% for each of the next:2 years of credit;

' .4.0% for each of the next 2 years of credit;

4.5% for each of the next 4 years of credit;

- - 5.0% for each year of service over 12 years ‘

The maximum annuity is ,85% of final rate of
salary after 20 years of credit. |

C. Optional Forms of Payment
Reversionary Annuity: A participant may elect
to receive a reduced annuity during his-or her

lifetime in order to provide a spouse, parent,

child, brother or sister with a lifetime income.
Such‘payment to'a spouse would be in. addi-
tion to the survivors’ annuity benefit.The elec-
tion should be filed with the System at least 2

'years prior to retirement.” ' B

-D. Annual Increases in Retirement

- Annuity
Post-retirement increases of 3% of the clir-

__rent amount of annuity are granted to partici-
-pants effective in January or July of the year

following. the first anniversary of retirement
and in January or July of each year thereafter.
However, if the participant has not attained
age 60 at that date, the payment of such an-
nual increase shall be deferred until the: first
of the month following their 60th birthday. -



For participants who'remain in service after

attaining 20 years of creditable service, the
-*3% annual increases shall begin to accrue on
the January | following the date when the par- '

ticipant (1) attains age 55, or (2) attains’ 20
years of creditable service, whichever occurs

~later. In addition, the annual increases shall

continue to accrue while the participant re-
mains in service; however, such increases shall
not become payable until (1):the january | or

" the July | next following the first anniversary
- of retirement, or (2) the first of the month

following attainment of age 60 whlchever oc-

curs later.

E. 'Suspension of Retirement Annuity

An annultant who reenters service becomes

a participant and resumes contributions to the.
System as of the date of reentry and retire-

ment annuity payments cease.

If the provisions of the Retlrement Systems ,

Reciprocal Act are elected at retirement, any

: employment which would result in the sus-
pension of benefits under any of the retire-
‘ment systems being considered would also -

cause the annun:y payable by the General As-
sembly Reti rement System to be suspended.

6. SURVIVORS'

ANNUITY

‘A.  Qualification of Survivor
" If death occurs while in service, the partici-
. pant must have established at least two years -
of credit. If death occur's after termination of

service and prior to receipt of retirement an-

nuity, the participant must have estabhshed at . D Annual Increases in Survivors

least 4 years of credlt

To be eligible for the sljrviyors’ annuity, the
- spouse and participant or annuitant must have
" been married for at least | ‘year |mmed|ately,

preceding the date of death.

An eIigibIe spouse qualiﬁe’s at’ age 50 or atany.
age if there is in the care of the spouse un-

married children who are (1) under age 18

or (2) over dge 18 if mentally or physically -
disabled -or (3) under age 22 and a full-time -

student. Eligible surviving children would. be

entitled to’ benef ts if no spouse survnves

o E R General Assembly Rettrement System State of Hlmo;s

B. Amount of Payment

If the participant’s death occurs while in ser-

. vice, the surviving spouse without eligible chil-
dren would be eligible to 66-2/3% of earned

* retirement annuity, subject to a-minimum of
10% of salary. A surviving spouse with eligible

children would receive the greater of 66-2/3%

- of the eamed retirement annuity or 30% of

salary increased by 10% of salary for each mi-

- nor child, subject to a maximum of 50% of

"salary to a family, unless survived by a depen-

“dent disabled child in which case the annuity

. to a surviving spouse would not be less than
~100% of the earned retlrement annmty

If the partitipant’s death occurs after termi-

_nation of service or retirement, the surviving

spouse without ellglble children would be eli-
gible to 66-2/3% of earned retirement annu-

ity. The maximum a surviving spouse with eli- -
gible children would receive is 75% of the -

earhed retirement annuity unless survived by

a dependent disabled child in which case the
annuity to a surviving spouse would not be
less than 100% of the earned retlrement an-

‘nuuty

. The minimum survwors annwty for any quah-
’ f‘ ed survivor shall be $300 per month

C Duratlon of Payment , ’

- When all children, except for disabled children,
‘are mehglble because ‘of death, _marriage or '

~ attainment of age 18 or age 22 in the case of
- afull-time student, the spouse’s benefit is sus- - -

- pended if the spouse is under age 50 until at-
,tamment of such. age ‘

Annunty ‘ .
Increases of 3% of the current amount of an-
huity are granted to- survwors in each January

occurring on or after the commencement of °

the annuity if the deceased participant died
while receiving a retlrement annunty

ln the event of an active partncnpants death
increases of 3% of the current amount of an-
nuity are granted to survivors effective in Janu-
ary of the year next foIIowmg the first anni-

~versary of the commencement of the annuity
and in January of-each year thereafter.

Planj SUmmary
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7. D'EATH BENEFITS

The foI‘Iow‘ing lump sum death benefits are pay--

able to the named beneficiaries or estate of
the parttapant only if there are no-eligible

" survivors’ annuity beneficiaries surVIvmg the

deceased participant. .

A. Before Retirement
If the participant’s death occurs while in ser-

 vice,a refund of total contributions to the Sys-
~ tem, without mterest in the partncnpants ac-
-count. :

'B. After Retlrement : :
If the participant’s death occurs after retire-

- ment, a refund of the excess of contributions

- to the System over annuity pa)"ments,f if any. ‘

The following Iump sum death benefit is pay-

able to the named beneficiaries or estate of .

the survwor :

A Death of Survivor Annuitant

“ Upon death of the survivor annuitant with no
- further survivors’ annuity payable, a refund of
excess contributions to the System over total.

retirement and survivors’ annuity payments, if
any. '

8. DISABILITY BENEFIT

A participant with at least 8 years of service
who becomes permanently disabled while in
service as a contributing participant is eligible
for a retirement annuity. regardless of age.

If disability is service-connected, the annuity is
- subject to reduction by amounts received by a
" participant under the Workers' Compensation

Act and the Workers' Occupational Diseases
Act. ‘ : s

9. REFUND OF
CONTRIBUTIONS

- Upon termination of service, a participant is
“entitled to a refund of total contributions to
“the System without interest. By accepting a

refund, a participant forfeits all accrued rights
and benefits in the System for his or herself
and beneﬁcnarles R

A participant who has no eligible,survivors is
entitled to a full refund of contributions for
the survivors' annuity benefit. The refund may
be repaid, with required interest, to- qualify a

~ spouse for survivors' annuity benefits if the par-

ticipant marries or remarries after retirement.



LEGISLATIVE

AMENDMENTS .

There were no legislative amendments with

an effective date during fiscal year 2002 hav-
ing an impact on the System

S A : : = ', e General Assembly Retlrement System State of lllinois

, NEW LEGISLATION ', | o Legislative ‘S‘ection :

There were no Ieglslatlve amendments with
an effective date subsequent to June 30, 2002
- -having an lmpact on the System
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